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Summary 


By mid-1974 the principal immediate economic problems of Greece 
had changed radically from the situation twelve months before. 
Inflationary boom had turned to slump, albeit with a leveling 
off of prices. A civilian government headed by former Prime 
Minister Constantine Caramanlis succeeded to power in July, and 
will lead the nation to its first elections in a decade on No- 
vember 17. The government's economic program aims at revital- 
izing an economy stalled by an enthusiastic application of anti- 
inflationary measures, and the disruption caused by the Cyprus 
crisis. A key element in the attempt to stimulate production 
and growth is a wholesale relaxation of the severe credit re- 
strictions in force throughout the first half of 1974. 


Specifically enumerated governmental objectives include the pro- 
motion of exports and mutually beneficial foreign investment. 

Law 2687, the keystone legislative protection for private foreign 
investments, has been reaffirmed. In terms of international 
economic relations, the Caramanlis government has made a special 
and successful effort toward the early unfreezing of Greece's 
Common Market Association Agreement and closer ties generally 
with EEC nations. 


The Balance of Payments remains, as always, a major consideration. 
Governmental efforts to discourage imports and general economic 
conditions combined to limit the growth in imports in the first 
eight months of 1974 to a reasonable 22 percent over the same 
period in 1973. Exports are holding up well (a 44 percent 
increase)but net invisibles rose only 10 percent due to a 15 
percent drop in emigrant and workers’ remittances, and an 8 per- 
cent reduction in tourist earnings (which continue to suffer 
from the Cyprus crisis and its aftermath). The outlook for 
1974's current account deficit is between $1.2 and $1.3 billion, 
which should be fully covered by net capital inflow. 


Despite the political and economic problems which remain to be 
solved, cautious optimism prevails in the marketplace, in 
contrast to last spring's pessimism. 


Imports from the United States for the first six months totalled 
$185 million, 26.9 percent over the same period in 1973, while 
Greek exports to the U.S. rose 47.7 percent to $53.6 million. 
The U.S. current account deficit with Greece amounted to about 
$240 million for January-June. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Prices Stabilize, But GNP Growth Rate Fades 


The nature of the immediate problem areas in the Greek 
economic sphere changed dramatically in 1974. According to 
official statistics, 1973 was a year of rapid growth for the 
Greek economy, but one tainted by a rapidly mounting wage 
price spiral which dated from the last quarter of 1972. 


Starting in the fourth quarter of 1973 the Greek Govern- 
ment began to apply stringent anti-inflationary measures which 
continued in effect through mid-1974. These measures achieved 
some considerable success - by the third quarter of 1974 prices 
had stabilized, although at a plateau well above their level of 
12 months before. The average Consumer Price Index for January- 
August 1974 registered a 31.8 percent increase over the average 
for January-August 1973, and during August 1973-74 the CPI rose 
28.4 percent. For the period January-August 1974, however, the 
Index was up a much more moderate 6.4 percent. The average 
National Statistical Service Wholesale Price Index (nationwide) 
for January-August 1974 increased 47.2 percent over the same 
period last.year. The WPI was up 35.5 percent between August 
1973-74, and 9.2 percent during January-August 1974. Both 
indices show a significant leveling off of the rate of increase 
commencing in the second quarter. 


An important factor in the anti-inflationary drive was 
a zealous effort to bring the money supply under control. 
Excess liquidity had exacerbated inflationary pressures during 
1973. Bank of Greece figures for July 1973-74 reflect the 
success of this effort, as the money supply increased only 
5 percent during this period. (Due primarily to the Cyprus 
crisis currency in circulation subsequently jumped 22.7 per- 
cent during August alone.) Severe credit restrictions played 
a role as well - outstanding bank credits to the private sector 
increased a relatively modest 7.7 percent during January-June 1974. 


In July the military, overcome by the ramifications of 
the Cyprus crisis, surrendered control to a civilian government 
led by former Prime Minister Constantine Caramanlis. By that 
time indicators had begun to reflect some new economic realities. 





Although prices had stabilized, the dynamic growth curve of 
the economy had also levelled out and then started downward, 
largely due to the singleminded pursuit of a very tight fiscal 
and monetary policy by the Androutsopoulos government. The 
average Industrial Production Index for January-July 1974 
compared with the same period in 1973 reflected an output 
decline of 0.7 percent (compared to a rise of 17.9 percent 
during the comparable period in 1973 over that of 1972). 

For July 1973-74 the Index dropped 11.4 percent. Construction 
activity nationwide declined over 50 percent (on a licenses- 
issued basis) during this same 12 month period. The Cyprus 
situation resulted in the diversion of men and materiel to the 
mobilization effort, and a sharp downturn in foreign tourism. 


Earlier estimates of a real growth rate of 4 to 5 per- 
cent now seem unattainable. Only in the agricultural sector 
does the outlook seem reasonably bright. Overall, expectations 
are for a real growth rate of only O to 2 percent. 


Balance of Payments: Growth Rate Holding Up For Exports, 
Down for Imports - But Problems Continue 


The Balance of Payments remains, as always, a major 
consideration for Greek policy makers. Preliminary Bank of 
Greece data indicate that during January - August 1974 total 
imports amounted to $2,972 million, a comparatively reasonable 
21.9 percent over the same period of 1973 (the annual rate of 
increase for 1973 was 66 percent). The increase, which was 
almost entirely due to higher petroleum prices, was minimized 
by governmental measures to discourage imports, by improved 
agricultural production, by the Cyprus crisis, and by a reduction 
in import demand partially resulting from last year's enormous 
increase in stocks and partially from the downturn in economic 
growth. Exports, which the present government has indicated 
its intention to promote, recorded an increase of 43.7 percent 
to $1,091 million. The merchandise deficit for the period was 
$1,881 million, 12 percent larger than for the first eight 
months of 1973. It is noteworthy that since the first quarter 
the monthly rate of increase in imports has declined dramati- 
cally while exports have held up well. Invisible receipts rose 
13.6 percent to $1,497 million, but this was largely due to a 
56.2 percent increase in shipping remittances. Emigrant 
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remittances were down 15.3 percent and tourist income 7.9 
percent. Net services and donations increased 10 percent 

to $1,077 million. The current account deficit amounted to 
$804 million, 14.8 percent higher than in January - August 
1973. Net capital inflow (private and official) increased 
32.2 percent to $871 million - mostly due to the increase in 
central bank borrowings which totalled $254 million. Errors 
and omissions amounted to $106 million on the expenditures 
side. Official assets in gold and convertible currencies 
stood at the end of August 1974 at $950 million, $67 million 
below the December 31 level. Non-convertible clearing and 
barter balances increased by $28 million. 


With respect to the rest of 1974, some rebound of the 
rate of increase in imports can be expected by the end of the 
fourth quarter, as restrictions are relaxed and the economy 
recovers from the effects of the Cyprus crisis. Current 
estimates place the trade deficit at $2,950 million, only 4.7 
percent over that for 1973, and exports are expected to cover 
37.2 percent of imports (compared to 30.4 percent in 1973). 
Higher fuel prices will continue to complicate the balance of 
payments situation in the immediate future, but a strike of 
exploitable oil and gas deposits of as yet undetermined extent 
near the island of Thassos promises some relief within a few 
years. Net invisible earnings will suffer from a sharp down- 
turn in income from tourism during the second half due to the 
Cyprus crisis. Shipping remittances are expected to balance 
the drop-off in tourism and workers’ and emigrants’ remittances 
through the year's end. Gross long-term official borrowings of 
over $600 million (which have already been arranged) should 
enable the government to cover an anticipated current account 
deficit of $1.2 to $1.3 billion without necessitating a 
significant drawing down of reserves. Although reliance on 
official borrowing of this magnitude is justifiably a source 
of some concern to the present government, it should be noted 
that Greece's debt service ratio * in 1974 is estimated at 
14.3 percent, an acceptable level for a nation at Greece's 
stage of development. 


* Total foreign debt service in relation to total exports 
and net invisible earnings. 
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The Caramanlis government has indicated its preference 
for free imports and exports, and its support for mutually 
beneficial foreign investments, but a final decision on such 
basic commitments must await the outcome of the national 
elections now scheduled for November 17. 


New Government's Immediate Aims Focus on Stimulating 
Growth 


The government announced the basic outline of its new 
economic policy on August 17, and in subsequent statements 
further elaborated on a program strongly emphasizing short- 
term measures aimed at stimulating economic production. A key 
element in the program is a wholesale relaxation of the severe 
credit restrictions in force throughout the first half of 1974, 
including the removal of quantitative limitations on bank 
credits for productive industrial and handicraft investments 
as well as for exports and certain agricultural transactions. 
Reserve requirements for commercial banks were liberalized 
and the central bank's rediscount rate was temporarily lowered. 
It remains to be seen how the inflation rate will be affected 
by this expansionary credit policy, and by the tremendous 
increase in the currency in circulation in July and August 
caused by the Cyprus crisis. 


In terms of fiscal policy, the government has announced 
its intention to minimize public expenditures; is imposing a 
one-time tax assessment (which may be deducted from 1975 and 
1976 income declaration ) on upper income individuals and 
corporations to help balance the budget; and is rescinding 
the special 150 drachma-per-cubic-meter tax on building 
permits. The public investment program and investments by 
public enterprises and local authorities are to be reviewed 
to ensure priority for those projects that can yield an 
immediate return or be completed rapidly. As of September l, 
a 10 percent increase was effected in the salaries and pensions 
of public employees (bringing the total for the year to 22 
percent) and in minimum wages (estimates place total private 
sector salaries up more than 20 percent for 1974). 


The government has included among its specifically 
enumerated objectives the promotion of mutually beneficial 
foreign investment. Law 2687, the keystone legislative 
protection for private foreign investment, has been reaffirmed. 
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In terms of international economic relations, the 
Caramanlis government has made a special and successful effort 
toward unfreezing Greece's Common Market association agreement 
and closer ties generally with the EEC nations. European 
Parliament President Berkhouwer visited Athens to discuss EC 
relations with Greece, and several high level Greek officials 
have traveled to various EC capitals to discuss this issue. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Share of Market Down Slightly, But Sales Up and 
Long-Range Prospects Promising 


U.S. exports to Greece during January-June 1974 * 
amounted to $185.5 million, 26.9 percent above sales for the 
same period of last year. The rise was mainly due to increased 
sales of feedstuffs (up 984.5 percent to $77 million), manu- 
factured goods (up 106 percent to $34.4 million) and chemicals 
(up 21 percent to $15 million). The U.S. share of the market 
dropped to 8.7 percent from 10.6 percent in the same period 
last year. 


During 1974 the Greek Government has attempted to slow 
the growth in imports in an effort to cope with its balance of 
payments problem, and general economic conditions have also 
affected import demand. A further disadvantage for U.S. suppliers 
is the progressive reduction in tariff barriers for Common Market 
members - in November 1974 this reduction will reach 100 percent 
for almost all non-agricultural goods not produced locally. 
However, the possibility of a revitalization of the economy, 
and some liberalization of trade, offers the prospect of 
improved market conditions in 1975. Energetic salesmanship 
and liberal financing remain key factors for increased U.S. 
exports. Export-Import Bank assistance is available to help 
U.S. competitiveness and the presence of branches of six U.S. 
banks in three Greek cities can facilitiate initial and sustained 
market penetration. It should be noted that at the end of 
August 1974 only 7.7 percent of Greece's outstanding supplier 
credits were provided by the United States, compared with 25.3 
percent by West Germany, 17.3 percent by France, 11.7 percent 
by Italy and 7.3 percent by the United Kingdom. 


* Latest available data based on Greek customs statistics 





Greek exports to the United States during January-June 
rose 47.7 percent to $53.6 million, and the U.S. share of Greek 
exports amounted to 5.6 percent, down slightly from 6.7 percent 
in the first half of 1973. Greek customs data show a rise in 
the sale of tobacco, mineral fuels and manufactured goods, and 
a decline in foodstuffs exported to the U.S. Despite the 
sizeable trade surplus, the United States experienced its 
traditional current account deficit with Greece - about $237 
million during January-June 1974. 


Areas of Special Interest for U.S. Suppliers 


The Greek Government and its agencies are potential 
customers of U.S. firms for approximately $300 million in 
equipment and supplies (excluding agricultural and most 
petroleum products) to be procured in 1974 through international 
tenders. The largest categories in this year's procurement 
program were plant, telecommunications and electrical equipment, 
and machinery. 


At this stage of Greece's economic development the 
demand for machinery offers a wide range of opportunities to 
U.S. business. General machinery sales, for example, increased 
173.5 percent to $70 million during January-June 1974 over the 
same period last year.* Metal working machinery imports grew 
21.9 percent to $18 million, and U.S. sales increased fivefold. 
Office machines sales continued their strong growth trend over 
the six-month period to over $8 million, and U.S. receipts 
more than doubled. The textile machinery market also offered 
excellent opportunities, with sales up 28 percent to $44 million, 
and U.S. sales up 36.4 percent. The U.S. share of special 
industrial machinery has dropped so far in 1974, but still 
constitutes about 10 percent of the $40 million import market. 


Agricultural machinery imports grew 88.9 percent to 
$36 million, but U.S. sales declined somewhat. With respect 
to agricultural commodities, a decline from last year's record 
U.S. sales is expected partially due to more favorable local 
production prospects, but sizeable imports of feedstuffs 
(grain, concentrates, soybean meal, etc.) will continue. 


* Unless otherwise specified, all import figures in this 
section are for January-June 1974, and percentage increases 
are over January-June 1973. 





Although governmental restrictions on automobile imports 
reduced prospects during most of 1974, sales still topped $100 
million for the first six months, and U.S. sales increased 65 
percent to $2.8 million. The long-range market for certain 
U.S. models, commercial vehicles, parts and equipment could 
be excellent. 


- Synthetic fiber imports increased 73.2 percent to 
$27.5 million and U.S. sales, although still small, increased 
fivefold. 


- Organic chemical imports were up 73 percent, to 
$31.4 million, and U.S. sales grew 51.3 percent to over $4 
million. 


- Plastic materials rose 48.8 percent to $50 million, 
and the U.S. share grew 43 percent to $1.5 million. 


- Imports of ingots and primary forms jumped 233 percent 
to $57.3 million, with the U.S. share of the market amounting 
to 19 percent. 


- U.S. sales of paper and paper board grew 134 percent 
to $3.5 million, in a $32.8 million market. 


- Lumber imports increased 67 percent to $28 million, 
and U.S. origin goods were up 60 percent to $2 million. 


- Although the tourist sector experienced a slump in 
1974, long-run prospects appear bright, offering opportunities 
for hotel and recreational equipment, and for managerial 
services. 


A favorable response by the construction industry to 
the removal of building disincentives by the Caramanlis govern- 
ment might provide export opportunities. 


Other areas where American products have significant 
export potential include: the aviation industry; mining; food 
processing and packaging; commercial and industrial refrigeration; 
air conditioning; scientific instruments; pollution and environ- 
mental control; medicinal and pharmaceutical goods; shipbuilding 
and repair equipment; and iron and steel scrap. 





Export Opportunities in Public Works Projects 


The Androutsopoulos government's anti-inflationary 
program, particularly the large cuts applied to the public 
investment budget, resulted in the postponement of numerous 
projects earlier this year. The Cyprus crisis further slowed 
down activity in the public works sector. Major public works 
efforts progressing more or less normally include the $400 
million Mornos River Athens water supply project, preliminary 
works on the Athens subway, and the Athens airport expansion. 


Major projects still before the government for final 
approval include the $120 million Hellenic Aerospace Industry 
facility, and the Public Power Corporation's (PPC) nuclear 
power consultancy contract. The PPC plans to have its first 
nuclear unit in operation in the mid-1980's. Other PPC 
endeavors which might interest U.S. firms include a 360 
Megawatt hydroelectric plant at Sfikia (Aliakmon River) for 
which tenders are expected in late 1975 or early 1976; and 
over the next decade, 19 other hydroelectric units with a 
total capacity of 1,741 Megawatts and six lignite-burning 
units of a total 1,800 Megawatts. 


The Ministry of Coordination and Planning will invite 
bids in the near future for $1.5 million worth of equipment 
for industrial training centers, a project partially financed 
by the World Bank. A separate project, also with World Bank 
participation, for merchant marine schools will follow. 


Investments: Prospects Brighten 


Greece's economic and political difficulties during 
the first half of 1974 had introduced a note of uncertainty 
into the investment climate. The Caramanlis government has 
sought to restore confidence by explicitly affirming consti- 
tutional protection to basic foreign investment legislation, 
Law 2687. As Greece proceeds to elect a new government, the 
adherence of virtually all major political entities to the 
concept of full membership in the Common Market, and the 
willingness of Greece's highest caliber economists to par- 
ticipate once again in the government would seem to augur 
well for economic stability and a favorable investment 
climate. 





Areas of particular promise include tourism, mining 
and minerals (alumina/aluminum, nickel, chromite, magnesite, 
asbestos, copper, et al.), and a variety of heavy and light 
industries. 


American investment in Greece under basic investment 
law 2687/53 totalled through the end of 1973 about $374 million (out 
of total law 2687 investments of $540 million) and consists 
of about eighty different investment projects. 


In 1973 American investment accounted for $34 million of 
a total law 2687 inflow of $66.1 million. American investors 
have generally been attracted by an equitable investment law, 
preferential entry into the Common Market, a relatively well- 
developed infrastructure and dependable low-cost labor (al- 
though labor has ceased to be in abundant supply). During 
the period January-September 1974, probably as a result of 
the unsettled economic and political conditions of the first 
half of the year, approved U.S. investment applications 
declined to $4 million, 10 percent of the amount for the 
same period in 1973. 


In addition to Law 2687 investments, as of July 15, 
1974, 972 firms (796 shipping and 176 commercial-industrial; 
62 of them U.S.) operated under laws 89 and 378 which grant 
tax-exempt status to regional supervisory offices. 
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